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Dear Sir/Madam

IASB Exposure Draft Insurance Contracts

On behalf of The Institute of State Authorized Public Accountants in Denmark (FSR), we are writing you to comment on the Exposure Draft Insurance Contracts ("the ED"). The exposure draft has been discussed in the insurance working party of FSR.
FSR wellcomes the ED as a needed step towards common accounting for insurance contracts throughout Europe. FSR agrees with IASBs decision to require measurement based on fulfilment cash flows and a building block approach which bases the measurement of rights and obligations under an insurance contract on an amount that an insurer is entitled to receive and obliged to pay through the life of the contract rather than a model based on an “exit value”.
FSR is represented in the Insurance working group of FEE (the Federation of European Accountants) which has made comments to EFRAG's Draft comment Letter on the Exposure Draft Insurance Contracts. The FEE comment highlights that FEE agrees with the main concerns highlighted by EFRAG over the proposals, i.e. the residual margin, financial statement presentation and transitional requirements. FEE expresses general concern regarding the clarity of how the ED is worded, in particular whether the standard gives sufficient, clear and effective guidance to ensure consistent application. Field testing is therefore encouraged to see what impact the proposal is likely to have in practice
FSR supports FEE and EFRAG that the main concerns in the ED are those highlighted in EFRAGs Draft comments Letter and that there will be a significant number of items open to interpretation in the ED such as the measurement for participating contracts, or the proposed requirements on unbundling. FSR therefore recommends further clarity of the proposal on those areas to fully understand the interpretation of the proposed model, especially on participating contracts with profit sharing which are very significant in the Danish Insurance market.
FSR supports a full fair value model as this has been the accounting model in the Danish insurance business for many years. However FSR acknowledge as expressed by FEE that the IASB has to consider that the ED lead to accounting mismatches in those situations were the financial instruments are measured at amortised cost. 

FSR has the following comments to the concerns highlighted by EFRAG:
Residual margin
The ED proposes to lock in the residual margin at inception and that this margin is to be released over the coverage period in a systematic way that best reflects the exposure from providing insurance coverage. We support the EFRAG proposal that the residual margin should be adjusted to offset the changes from remeasurement of the present value of the fulfilment cash flows for future periods to ensure that changes in estimates relating to current or past periods would more consistently be recognised in profit and loss.

We believe that a clarification of the basis of release of the margin over the period of payment of pension benefits will be needed to better understand the impact of the proposal on long term life business.
Financial statements presentation

The ED proposes a summarised margin presentation which does not allow volume information for long duration contracts to be presented on the face of the statement of comprehensive income. EFRAG suggests that a presentation combining actual volume information and margins are desirable. FSR believes that since the building block approach is based on margins it would conceptually be right only to use margin presentation. Volume information should be disclosed in the notes or Management's review which is part of the financial report.   However FSR acknowledge that the "summarised" approach may not fulfil users need.
Transitional requirements
The ED proposes to record the differences between the insurance liabilities measured under IFRS 4 and the insurance liabilities measured under the new proposal into retained earnings. FSR believes that the transitional rule should allow a full retrospective approach in accordance with IAS 8, Acccounting policies, Changes in Accounting Estimates and Errors.
--- o 0 o ---
As FSR is represented in the FEE Insurance Working Party and concurs with many of the FEE comments sent to EFRAG, we refer to the detailed draft response from EFRAG concerning IASB’s questions to the ED. 
Yours faithfully
Ole Steen Jørgensen

Chief consultant, FSR





